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GENERAL ACCOUNTING OFFICE
Actions taken by state boards of accountancy and the AICPA demonstrate a commitment to
improving the quality of governmental audits performed by CPAs, according to a GAO
report recently released.
The report describes the results of actions taken by
the accounting profession on referrals made by the GAO and the inspectors general
(IGs) of certified public accountants (CPAs) who performed poor quality
governmental audits. The referrals were made to the state board of accountancy in
which the CPA was licensed and to the AICPA for review and possible disciplinary
action.
The GAO report noted that the state boards of accountancy and the AICPA's
Governmental Technical Standards Subcommittee had completed action on many of the
GAO and IG referrals.
In most cases, the disciplinary actions taken were
commensurate with the cited problems, and the enforcement processes were not
unjustifiably delayed, said the report. The GAO said state boards of accountancy,
the AICPA, and the IGs have ongoing initiatives to improve audit oversight and
their enforcement processes.
A number of these initiatives are directed at
efforts to 1) improve and streamline the audit referral process; 2) initiate more
audit referrals and take a proactive role in reviewing CPAs' work; and 3)
temporarily debar CPAs from performing governmental audits.
Copies of the report,
GAO/AFMD-88-28, may be obtained by writing the GAO at P.O . Box 6015, Gaithersburg,
MD 20877, or by calling the GAO at 202/275-6241.
SMALL BUSINESS ADMINISTRATION
Thomas S. Watson. J r . , CPA, has been appointed to the National Advisory Council of the
SBA. Mr. Watson is chairman and managing partner of Watson, Rice and Company
CPAs. The National Advisory Council is charged with advising the Administrator of
the SBA about issues of concern to small business.
Mr. Watson is chairman of the
Department of Commerce Industry Sector Advisory Committee for Small Business Trade
Policy and was appointed to the Advisory Council as part of an interagency
agreement between the Commerce Department and the SBA.
The interagency agreement
is designed to strengthen the response to small business trade issues. Mr. Watson
is a former member of the AICPA Council and has served on a number of AICPA
committees; he has been a member of the AICPA since 1972.
TREASURY. DEPARTMENT OF
Regulations requiring taxpayers who claim the foreign tax credit to attach documents
to their returns substantiating the credit are temporarily suspended, the IRS
announced recently in an advance copy of Notice 88-65.
According to the release,
the IRS had been mailing back returns to taxpayers who did not provide required
documentation for the credit.
In a cover letter the IRS asked those taxpayers to
send the returns in again with the missing materials, the release said.
The
notice states that taxpayers whose returns were not processed should send in the
returns, on or before 8/15/88, with a copy of the IRS letter to ensure the return
is treated as timely filed.
These taxpayers need not provide the substantiating
documents, according to the notice.
Taxpayers who have not yet filed their
returns should proceed to file under the new guidelines, the release said.
The
IRS cautioned, however, that all taxpayers should keep records to back up their
foreign tax credit in case of an audit or other inquiry.
In the notice, the IRS
added that it will not assess late filing penalties if a timely return was
rejected solely for lack of foreign tax credit documentation and the return is
timely resubmitted.
A taxpayer who receives a notice of assessment of such a
penalty may apply for an abatement, the release said.
Notice 88-65 is scheduled
to be published in Internal Revenue Bulletin 1988-25, dated 6/20/88.
The definition
of a taxpayer's functional currency is the subject of temporary and
proposed regulations issued by the IRS (see the 6/3/88 Fed. R e g ., pp. 20308-19 and
pp. 20337-38).
The Tax Reform Act of 1986 (TRA '86) added section 985 to the
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Internal Revenue Code of 1986 which, the IRS said, "introduces a new statutory
concept that requires all Federal income tax determinations to be made in a
taxpayer's functional currency." The IRS explained that prior to enactment of TRA
'86 there were no statutory rules permitting the selection of a currency other
than the U.S. dollar as the currency used to determine the amount of income or
loss of a foreign operation.
Section 985 provides that a taxpayer's functional
currency is either the dollar or, in the case of a qualified business unit (QBU),
the currency of the economic environment in which a significant part of the QBU's
activities are conducted, provided that the books and records are kept in such
currency.
The temporary and proposed regulations provide that the dollar shall be
the functional currency for the following: 1) Any taxpayer that is not a QBU; 2) A
QBU that conducts its activities primarily in dollars; 3) A QBU that has the U.S.
as its residence; 4) A QBU that elects to use, or is otherwise required to use,
the dollar as its functional currency; and 5) A QBU that does not keep books and
records in the economic environment in which a significant part of its activities
are conducted.
Among the factors listed in the regulations which may determine
when a "significant part" of a QBU's activities qualify it to use a currency other
than the dollar for tax purposes are the following:
1) The currency of the
country in which the QBU is a resident as determined under Code section 988
(a)(3)(B); 2) The principal currency of the QBU's cash flows; 3) The principal
currency in which the QBU generates revenues and incurs expenses; 4) The principal
currency in which the borrowing or lending of the QBU is conducted; 5) The
currency of the QBU's principal sales market; 6) The duration of the QBU's
business operations; and 7) The significance and/or volume of the QBU's
independent activities.
Section 985 of TRA '86 also stipulates that any change in
functional currency shall be treated as a change in the taxpayer's method of
accounting.
The temporary and proposed regulations provide that ordinarily the
currency that a foreign QBU uses for purposes, of United States GAAP will be
accepted as the functional currency of the QBU for income tax purposes, if the
GAAP determination is based on facts and circumstances substantially similar to
those in the regulations.
The regulations also provide, in general, that all
nonfunctional currency transactions shall be translated into the QBU's functional
currency on a separate transactions basis.
The regulations are proposed to be
effective for taxable years beginning after 12/31/86.
Written comments and
requests for a public hearing must be delivered or mailed by 8/2/88 to the
Commissioner of Internal Revenue, ATTN:
CC:LR:T (INTL-962-86), Washington, D.C.
20224.
For further information after reading the temporary and proposed
regulations, contact David Rosenberg at the IRS at 202/634-5406.
"The

time is right for naming a director of quality to coordinate our quality
efforts." Lawrence B. Gibbs, Commissioner of Internal Revenue, said in a speech
before the Governmentwide Conference on Quality and Productivity Improvement on
6/2/88 in Vienna, VA.
In his speech, Commissioner Gibbs remarked that despite the
appointment of a director of quality the "responsibility for quality will continue
to be everybody's business."
The Commissioner addressed two broad areas in his
speech--the evolution of quality improvement at the IRS and the challenge of
credibility with its customers.
Commissioner Gibbs said, "The focus now is on the
organization's commitment to quality."
At the conference, the Commissioner
accepted a "Quality Improvement Prototype" award for the IRS.
The conference was
sponsored by the Office of Management and Budget and the President's Council on
Management Improvement.

Applications to lower or do away with the withholding tax on a transfer of a United
States real property interest by a foreign seller should be sent to the IRS
Service Center in Philadelphia, the IRS announced recently in news release IR-8891.
Under provisions of the Foreign Investment In Real Property Tax Act, the
transferee--a buyer or a withholding agent--usually must withhold tax at a rate of
10 percent of the amount realized on the transfer of a U.S. real property
interest, the IRS said.
According to the IRS, the buyer, withholding agent,
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seller, or their authorized representative can file an application for lower
withholding.
Applications based on claims that the seller is exempt from tax or
is entitled to treat the transfer of property under nonrecognition rules,
applications based only on the seller's maximum tax liability, and applications
based on special installment sale rules should be sent to the Director,
Philadelphia Service Center, P.O . Box 21086, Philadelphia, PA 19114.
Revenue
Procedure 88-23, Internal Revenue Bulletin 1988-19, dated 5/9/88 describes these
categories in more detail, according to the IRS.
The IRS said that applications
involving security agreements should continue to be sent to Assistant Commissioner
(International), 950 L'Enfant Plaza, ATTN:
Director, Taxpayer Service and
Compliance, IN:C:E, Washington, D.C. 20024.
The IRS said it is developing a
standardized form which it hopes to have available soon for use in filing
applications for lower withholding.
SPECIAL: 1988 AICPA GOVERNMENTAL ACCOUNTING AND AUDITING CONFERENCE SCHEDULED
The 5th Annual National Governmental Accounting & Auditing Update Conference sponsored
by the AICPA has been scheduled for 8/22-23/88 at the Grand Hyatt Washington Hotel
in Washington, D.C.
Featured speakers will include Charles A. Bowsher,
Comptroller General of the United States, and James F. Antonio, Chairman of the
Governmental Accounting Standards Board, as well as other government officials and
representatives of the accounting profession.
Current developments in
governmental accounting and auditing, including revisions to the GAO "Yellow Book"
and the new auditing standards issued by the AICPA will be addressed.
Other
specific topics to be covered during the conference include the following:
Federal Inspectors General:
Activities and Projects; Audit Quality--The
Profession's Response; Tax Issues Facing Municipalities; An Update on Projects OMB
Is Working On; Detecting and Reporting Errors and Irregularities; Procuring Audit
Services; Measurement Focus/Basis of Accounting; GASB Projects; Single Audit
Issues; and The New Audit Guide--Student Financial Aid. Recommended CPE credit is
16 hours.
For further information contact the AICPA Meetings Department at
212/575-6451.

For further information contact Shirley Twillman at 202/737-6600.
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